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REMARKS 

Claims 1 to 18 and 20 to 44 remain in this application. 

Claim 44 has been amended in response to the Examiner's helpful suggestions 
to correct typographical errors. 

All claims have been amended to clarify that price as an independent variable of 
an algorithm defining an order is "dynamically changing"; and that price as the 
dependent variable is "continuously changeable responsive to changes in price of the 
independent variable". This new language more clearly distinguishes over Shepherd 
for reasons that will become fully apparent in the following rebuttal of the rejections 

Claims 1-4, 8-9, 16, 24-27, 29, 36, and 41-44 stand rejected under 35 U.S.C. 
102(e) as being anticipated by Shepherd (U.S. Patent 6.134,536). 

Claims 5-7, 10-15, 17-23, 28, 30-35, and 37-40 stand rejected under 35 U.S.C. 
103(a) as being unpatentable over. 

Claim 40 stands rejected under 35 U.S.C. 103(a) as being unpatentable over 
Shepherd '536 as applied to claim 24 above, and further in view of Borgato (U.S. Patent 
No. 5,950,178). 

These rejections are all respectfully traversed in light of the amendments to all 
independent claims, which better distinguish over the teachings of Shepherd. 
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There are several major 
disclosed in Shepherd and Applicants 

First, in Shepherd, the naethod^ 
of a contract, fixad price bids for the 
static environment In Shepherd, a 
contract, and the price that he is w 
disclosed that the bid is sensitive to 
value of another variable, as in Applicants 
a fixed price, which neither changes 
another transaction. The algorith 
establish their minimum entitlement 
and. like Shepherd, they result In a 

In Shepherd, the sellers of i 
naturally view contracts in a probabilistic 
event occurs and the cost of "paying 
used by the system to calculate the 
sellers make offers in the form of 
Nowhere in the disclosure or the claims 
pegged or indexed to another variable 
as a result of algorithmic manipulation 
index. Likewise, it is not contemplated 
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differences betweeh the methods and apparatus 

j 

claimed invention. 

disclosed, and the claims relate, to the creation 
Contract, and a r^tultitude of fixed price offers in a 
of an insurarjice contract sets the terms of the 
to pay. Nowljtere in Shepherd is it claimed or 
movement of la dynamir^ally changing price, or 
' claimed system. The bid, in Shepherd, is at 
^ith respect to another variable, nor is subject to 
used by the i counterparties in Shepherd to 
like analities perfomied by many on Wall Street 
price limit order being sent to an exchange, 
insurance, because of the nature of the contracts, 
fashion, and Imay enter the probability that an 
off/ These probbbiiities and potential payoffs are 
that the off0ring entity is willing to lake. The 
prl^babiltties of events, plus a calculation for profit, 
are these offers, or even the probabilities, 
or set of variables, or calculated by the system 
using the price of a commodity, security, or 
that the probabilities entered and the resulting 
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price of a transaction are contingent lipon a contemporaneous transaction in an index, 
commodity security or any other item. Shepherd dbes not disclose nor datm any 
continuous or dynamic pricing or trading whatsoever. 

What Shepherd does disclose with respect to trade is; presuming that a price 
or index change would have an imj>act on the probabilities entered by a seller of 
insurance, the seller would have to nput the new pijobability, and the system would 
create a new price (fixed) at which the seller wouid be willing to transact for the 
contract. 

In contrast, Applicant's systen^ does not presiime to allow users to enter their 

contracts are predefined and Input by the system 
administrators. The system allows multiple buyers of jthe same contract and facilitates 
full and partial execution against mi Itiple counter pgjrties, which are fully or partially 
executed. Applicants' disclosed systum allows for thr^ (3) different order types to be 
integrated: fixed price with no contemporaneous jtransaction in another security; 
floating price with no contemporaneous transaction >Miere the price is algorithmically 
tied to another price; and conditlona orders which fibat In price and are subject to a 
contemporaneous transaction in another item (the claimed invention). 

Shepherd does ofii contempate movement in the price of an independent 
variable as a cause for a transaction. It does nol contemplate multiple buyers with 
different order types potentially matching with muftlijle seller order types where one 
order type can match with another order type like Applicants' system (a pegged or 
sensitive order matching automaticall y with a fixed pricje order as an example). 
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AppI No. 09/359,686 
Shepherd does match sellers with buyers. Shepherd allows a buyer to establish 
contract terms. Shepherd aids in the settlement pro<iess Shepherd allov^ users to 
predetermine who can be a counte party. Shepherd allows a contract guarantee 
mechanism ~ none of which is claimec I by Applicants. | 

Notwithstanding the prior discussion of thie major differences between 
Shepherd's description and the Appllcints' claims, the following differences also exist. 
When an order comes into the mainframe of SHepherd. it is placed into a queue 

i 

and compared with potential counterparty offers (counterparty offers are detenmined 
from probability fields entered by the counterparty). Itt is then traded under a set of 
rules, with all or the remainder subse<|uently placed in: a file to be compared with other 
potential counterparty orders as they are submitte<|i. When an order enters the 
Applicants' system it is compared with potential counterparty offers. It is then traded 

remainder subsequently placed in a file to be 
compared with other potential counte party orders as Ithey are submitted. Shepherd's 
system works to this point the same £ s virtually every pther trading system available to 
the marketplace including the NYSE, the CBOE, etb. But, they are all fixed price 
(somehow a buyer determines a prio^ and the seller jdetermines a price, and they do 
not change without further input byl a user. Althojugh most exchanges allow the 
automatic expiration of an order, this (jloes not create a change in the price at which any 
party is willing to deal.) 

The first layer of differences between any of these systems are the rules they 
use to "Match" or trade the orders. The simpler the brders, the simpler the matching 



under a set of rules, with all or the 
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system can be While Shepherd may 
most are outside the scope of 
preferred counterparty controls are jusi 

Shepherd discusses a blind 
bids by ordering parties (neither the 
what others are offering or bidding) 
the price of the trade (buyer advantage 
few). In this way, the buyer 
Independently sets as a "minimum 

In other exchanges, e.g. NYSE 
limit price is the maximum/minimum 
Applicants' system, the first layer 
Shepherd, the limit price is viewable 
an execution price. As stated above, 
adjustment in the price of the contract, 
entry of another order because ihv 
Shepherd is the entry of a new order. 

In contrast, with Applicants' 
methodologies start with the premise 
buyers, and the price of another item 
seller combination. After the first level of 
determines the events in the future 
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lave several unique features to a trading system. 
Api::(ticdrlts' application (credit checks, guarantees, 
a few). 

offering of probabilities by counterparties, and blind 

tuyer nor the sellers know prior to a transaction, 

i 

Spepherd*s process then uses different rules to set 
. seller advantjage. or the midpoint to name a 
natur)ally sets a "m4ximum** price and each seller 



relied on by the {Examiner by Official Notice), the 
;>rtce the buyer/seller is willing to pay/take. In 
uses a maximum or limit price, but unlike 
all users, and t^us there is no need to "create** 
Shepherd does inot contemplate any "real-time" 
and even if it did, it woutel only do so upon the 
event causing! a re-evaluation described in 



also 



to 



could 



system, specifically the trading and display 
that there may be multiple sellers and multiple 
cause a transaction between any buyer and 
trade processing, the Applicants* trade engine 
that would alkiw a transaction between any 
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an j 



"blini 



buyer/seller to be created, and then i 
may be a buyer at price A, and two 
very sensitive to the price of 
Applicants' system looks to where 
seller B, and also between buyer 
executes a transaction when those 
trading level beyond a simple A will buf 
if B is below A. As Shepherd is a "I 
the price of other securities or contract^ 
A third and more complex layer 
handling of orders which are of a 
buyer/seller requires that a contempo 
As new orders are entered, the 
securities which could potentially crea 
(like the sale or purchase of another 
occur. The Applicant's system then 
sell orders to another exchange for 
wants to buy at price N. and seller B 
(X being the price of XYZ), and buyer 
quantity b(QA) and seller B wants to 
{QA and QB are the quantities of the 
to sell respectively. Nowhere in 



the 



bere and B will 
r auction, there 
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monitors for th(j>se events. For example; there 
sailers at higher pHces. B and C, sphere price B is 
secunfy XYZ, and price C is only slightly sensitive, 
must go to create a trade between buyer and 
seller C, monitors XYZ for those prices, and 
events occur. Shepherd makes no mention of any 
sell thfiEfi, and a trade can occur 
is no contemplated sensitivity to 
with respect to the display of the orders 

i 

i 

of the Applicant^' claimed trading system is in its 
conpitional nature (Conditional in the sense that the 
aneous transaction in another security occurs). 
Applil^ants' system n(>t only looks for prices of other 
!e a trade as stated above, but also the events 
security) that miist take place if the trade is to 
attempts to create jthose events by entering buy or 
proper quantity of the other security (buyer A 
Wants to sell at price M where N=f(X) and M=g(X) 
A wants to contemporaneously sell XYZ in the 
ccmtemporaneousiy buy XYZ in the quantity c(QB) 
subject security that A wants to buy, and B wants 
Shei^herd is this contemplated^ because Shepherd's 
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trading methodology revolves around 
counterparties, counterparty approvals 
management, and guarantees and 
sunrounding a trading theory. Shepherd 
the price is predetermined by pre-set 
fixed price A (determined by the 
counterparty from fixed probability anc 
and conditions set by the counterpaties 
guarantees, (generally yes/no decision 0 

The last layer of Applicants' syqtem 
different order types can be traded 
against fixed price; floating price against 
where the conditions may be different 
contemporaneous transaction) with or 
transaction (there can be remainders 
stock the system must buy or sell to 
partially remaining is not completely 
g^PFniFicaAiMSVS 

Claim 1 



Shepherd, col. 7. lines 7-11 
transactions between stakeholders, 
stakeholders, risk management 
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complexities siirrounding analytics provided to 
, credit appr<^vals. post execution contract 
limits, and o^l on complex methodologies 
Ts system allows trades to occur (or not) where 



rules applied to jthe positive difference between 
t uyer) and fixed price B (determined by the 
payoff schedules entered by the counterparty); 
like counteirparty authorization, third party 



is one in which various combinations of the 
against each other. For example; conditional 
conditional;! conditional against conditional 
(conditional jhere means there must be a 
without remainders on one or both sides of the 
on both sides o^ a transaction if the amount of 
< effect a transaction which would leave one side 



ex ecuted by a third 



party exchange). 



£ ITED PASSAGSS QF SHEPHERD 



dilsclose three thir^gs: a large system to handle 
input and out||ut data generated by those 
contract pricing, and matching and subsequent 
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ty 



entered 



dynsimic 



eirtry 



processing (from the data generated 
Shepherd, col. 16, lines 8-40 
product orders" where the applicatioifi 
orders where the counterparty order 
applied to a set of input variables 
variables are not disclosed as 
matching process occurs upon the 
queued orders may be processed at 
which is specifically described as eithejr 
the time at which all orders are 

Shepherd, col. 39. lines 51-65 
parameters, that would algorithmicall^ 
contract type). This describes the abi 
to be submitted prior to the submissiofji 
that the input data used by the 
updates the price. 

Shepherd, col 8. line 53 to col 
computers internal to Inventco. and 
systems. Component 
to receive data from other parts of 
entitles. Component 
Inventco from one another and from 



disclose 
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those stakeholders). 

an application for the matching of ''primary 
matches orderilng party orders to counterparty 
is established through the use of an algorithm 
by the counterparty stakeholder. The input 
or continuous and the calculation by the 
of an order |(ft is also disclosed that new or 
any time pursuant to parameters or algorithms, 
the sequence in which orders are calculated, or 



calculaed). 

disclose that a ciounterparty can submit a set of 
calculate a priji^e. for a product (a predefined 
ity of Shepherd jto allow the counterparty orders 
of an ordering party order. It does not disclose 
system is a real-tim^ datafeed. which automatically 

i 

9, line 5 disclose that there can be a network of 

i 

cdnnected througri the security system to external 
hardware/applicjations authorize jconnections; create timestamps 

i 

Inventco and timestamps, which are sent to external 



hardware/appli [Rations protect 



the location of entities within 



e>ternal entities. Component hardware/application 
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who 



data 



also manage the routing of data reoei|/ed 
external entities. While this sounds 
this is a description of communicatlon{s 
external systems are simply networks 
must be protected from any hacker 
for that matter, who wishes to gather 
other malicious attempts and can b€ 
computer glitches. The data that is 
which have bid attributes. A real-time 
use of a continuous feed. Protecting 
IP address, not geographic location 
Authorization and time-stamping are 
the NYSE. 

In conclusion, the term algorii 
mean that a fixed order price was 
many on Wall Street who use computers 
upon the occurrence of events), but 
system, used by the system, sent to 
"converted into a fixed price*', becaus^ 
always changing and the ability to 
continuously changing environment 
existence of the requirement that another 
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and to be transmitted within Inventco and to 

i 

there could be multiple price feeds, in reality, 

protocol software. For example, consider that 

j 

in which their customers reside, and the system 

I 

enters a custofner system, or even a customer 
about other dustomers. It is also used to halt 
used internally! to partition other problems or 

i 

tijansferred to an^ from external parties are files, 
price feed is not implied in Shepherd, nor is the 
he location of entitles within Inventco can mean 
which is typical among system architecture, 
t^ical of all price/iime priority trading systems like 



ttat 



algoritlrmic order In all | of Applicants* claims does not 
generated by an Algorithm, as in Shepherd (and 
to automatically send orders to an Exchange 
the order itsejlf is an algorithm passed to the 
c(^unterparties, sent to the trade engine, and is not 
the price of ari underlying security or index is 

i 

new a fixed price is not as meaningful in a 

I 

le price combined with the sensitivity or the 
security is corjtemporaneously traded with tjie 
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algorithmic relationship is of significant 
Claim 2 

Claim 2 has been amended to 



clarify that the ofder quantity is in an algorithmic 
form requiring a continuous datafeed as an independejnt variable to the order quantity 
for reasons, supra. 



In claim 3 the word "conditional 
to a like change in claim 1, and to 
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importance.) 



has been changed to **underlying** to correspond 
more specifically^ tie the matching of orders to 
movements in another security. Appli [wants' system a\to matches upon the entry of a 

new order as in Shepherd, but this m£ tching is not beihg claimed except to the extent 

i 

that orders are matched when new ore ers are entered Iwhen the orders are conditional 
upon another security being contempofjaneousty tradedj 
Claim a 

Shepherd, col. 17, line 37 to colj 18, line 19 disclbses variables input by either an 
ordering party or a potential counterparty which detail 1. potential counterparties are 
filtered by there willingness to transact with one another (not all parties are willing to 
deal with all other parties (establishment of short fist)!. 2 manual or anonymous are 

checked against each other (manual orders cannot match with anonymous because the 

I 

manual order states that the counte rparty that he must manually authorize is a 
counterparty or ordering party who wants to remain anbnymous) and filtered out. 3. It 

then proceeds to get data from various sources to be ysed in the calculation of a price 

j 

for each order, which include order data fields and parameters of the ordering party, 4. 
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described in Shepherd then compares 
enough data to provide a price on 



different for different ordering parties e 
to iay-ofr a specific risk by bundling it 
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pricing parameters, exchange rates, commission rates land discount rates. The system 

the pricing parai^eters and determines if there is 
he contract, (this whole process is used to 
determine the "short list" of potential counterparties whim are both willing and able with 
the data available to be matched and tie yes or no anslwer to the question "can A enter 

i 

into this contract with B?". It is not us^d in pricing, norj is it implied that any parameter 
is variable at this time beyond its effect on the above iiuestion.) What is disclosed is, 
that a different set of pricing parame ers can be a function of data fields within the 
ordering party^s order. We take this tp mean that a different commission rate can be 
set for different ordering party's, or evejn that sets of probability/entitlement pairs can be 

g. if a counterparty knows a competitor is trying 
with other risks jand then intends to buy back a 

! 

like contract (excluding that specific ris k), in any event, this does not suggest that the 
price is variable due to changing priass in another seburity. The parameters are not 
algorithms, but more a combination of tjiltering. and if-thin statements. 
£lainL9 

Although selling short is a typical tenm, the specific reference is too narrow in 

j 

i 

short is more of: an industry term describing the 

i 

ownership position after the sate. Varous checks must be made by systems to insure 
that users of a system do not inadvertently break a rule jto which one party is required (o 
adhere in the trading of securities or contracts. The! NYSE requires an up*tick. the 
NASDAQ requires a 0+ bid or a tilade above the bid, and other exchanges have 



scope to include selling short. Selling 
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different rules and disclosures like thci 
"contract to close" Clearly, most of 
Shepherd's is used will be a short safe 
Clainfi 34 

Shepherd, col. 40, tines 41-62 
process can occur using different 
not a display device used by a trader 
system has for establishing the price 
orders, and the author seems to be 
ordering party who can see the bids 
somewhat removed from the view 
resequences the orders in real-time in 

In Applicants* system, this is 
the orders in real-time as new 
independent variable's value to look a 
and as new orders are entered (and 
Shepherd does not describe real 
independent variable quantity changes 
changes as the price bid or offered or 

Claim 44 

Claim 44. and other i 
trade of said items in the same or 



sequence 
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OBOE'S disclosure of a "contract to open" or a 
the transactiorjs in which an apparatus like 



01 fen 



thnt 



be ng 



disclose that vaiious sequential order matching 
rules or different matching rules. This is 
This seems toj be different options the trading 
a trade. Since! all of the orders are fixed price 
dejscribing a blind Auction (otherwise why would an 
to pay more tor the contract) the disclosure is 

a trader woulcjl see, and is not "a sorter that 

I 

he display field" j 

displayed to k trader, the sorter resequences 
variables [are input, as the "re-sets" and 
a scenario or sjee the effects of the sensitivity, 

expired, cancelled, killed, deleted or traded) 

t 

tjme tndependeht variable price changes or 
where the price or quantity change of an order 
the quantity bid or! offered changes. 



indepc ndent 



independent claims, recitjes simultaneously executing a 
diverse equity markets as a single electronically 
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variable (regarding Shepherd, col. 13, lines 51-65). In the TTU example given in 
Shepherd, the ordering party wishes to "pay" the counterparty in Prime TTU's during a 
specified time-frame (this is a form of currency and settlement for a trade) for the 
entitlement in the future. The entitlement is a number of TTU's established at maturity 
from a function comprising the log of the difference between two numbers (in this case 
the utilization of each company on the other compan/s network between the two 
cities). A fixed price maximum bid of 58,000 Prime TTU's is placed into the system by 
ordering party. Having previously submitted their pricing parameters for this product, 
Tasnet's bid is calculated to be 55,180 Prime TTU's, and likewise Aarcom's bid is 
calculated to be 55,390. A formal matching of Ordering Party Basstel and Tasnet at a 
price of 55,180. The 55,180 consideration is immediately transmitted to Tasnet. During 
the interim other calculations are executed by the Shepherd System to evaluate the 
value and standard dev. of the outstanding contract. At maturity, a final evaluation of 
the contract is calculated and resulting positive entitlements are transferred to Basstel. 

A future on an index is much the same process as the preceding example, first a 
buyer establishes a price he is willing to pay for a defined contract, say the value of the 
S&P500 above or below 1200. If there are two sellers, who have previously established 
offering prices, the exchange will trade the option at the lowest offer price. Then as 
time passes, the exchange will publish valuation prices, which could be a calculated 
value, or prices at which buyers or sellers would trade. At maturity a final valuation 
takes place and a value is calculated for the underlying index (like the weightings of the 
S&P500 multiplied by their prices) and an entitlement (positive or negative) is created 
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and settled. In this case a "sponsor", the exchange, established the "product". There 
was an ordering party and a counterparty. Contract terms were settled at maturity and 
valued intermittently. 

A key difference between the product of the present invention and all other 
exchanges extant is that, the matching of fixed price buy and fixed price sell orders 
occur in the other exchanges. These exchanges do not execute variable priced orders. 
If a trader wants to create an order that floats with the value of another security or is 
contingent upon the contemporaneous transaction in another security, he is out of luck; 
the exchanges will not accept the order and have no trading protocols established. 

Applicants' foregoing arguments are submitted in direct rebuttal to the passages 
of Shepherd relied on by the Examiner for rejecting the claims of record. The 
Examiner's thorough consideration of all claims is commendable and greatly 
appreciated. However, the Examiner is respectfully requested to take a fresh look at 
Shepherd as compared to Applicants' claims, as now amended to emphasize 
Applicants' arguments submitted herewith. 

The official notice taken by the Examiner regarding how securities are 
conventionally traded on the various public exchanges, and the disclosure of Borgato 
do not supply the teachings missing in Shepherd. 

CONCLUSIONS 

The references of record do not teach a conditional order transaction network 
wherein the orders per se' are algorithms having dynamically changing price as an 
independent variable with price as a dependent variable being continuously changeable 
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in response to dynamic price changes in the independent variable. In Applicants' 
claimed system the algorithms are the orders themselves, not the overall transaction, 
as in prior art systems, which permit periodic updated fixed price inputs or limits as the 
order parameters. 

In conclusion, the term algorithmic order in all of Applicants' claims does not 
mean that a fixed order price was generated by an algorithm, as in Shepherd (and 
many on Wall Street who use computers to automatically send orders to an Exchange 
upon the occurrence of events), but that the order itself is an algorithm passed to the 
system, used by the system, sent to counterparties, sent to the trade engine, and is not 
"converted into a fixed price", because the price of an underlying security or index is 
always changing and the ability to view a fixed price is not as meaningful in a 
continuously changing environment (the sensitivity combined with the price or the 
existence of the requirement that another security is contemporaneously traded with the 
algorithmic relationship is of significant importance.) 

For the foregoing reasons, reconsideration of the rejections of record is 
respectfully requested, and an early notice of allowance is earnestly solicited. 

Attached hereto is a marked-up version of the changes made to the application by 
this Amendment. 

Pursuant to 37 C.F.R. 1.17 and 1.136(a), the Applicant respectfully petitions for a 
one (1) month extension of time for filing a response in connection with the present 
application and the required fee of $55.00 is attached hereto. 
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If necessary, the Commissioner is hereby authorized in this, concurrent, and 
further replies, to charge payment or credit any overpayment to Deposit Account No. 
02-2448 for any additional fees required under 37 C.F.R. § 1.16 or under 37 C.F.R. § 
1.17; particularly, extension of time fees. 
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